Abstract: This study examines intellectual capital (IC) performance of banks operating in Tanzania, and investigates the relationship of IC on financial performance. It identifies the IC components that may be the drivers of the traditional indicators of bank success. The study uses the Value Added of Intellectual Coefficient VAIC™ methodology, to measure the Intellectual Capital efficiency of the Banks using a four years period data set from 2010 to 2013. The results of a survey, show that intellectual capital performance of Tanzania is low and it is positively associated with bank financial performance indicators. However, when VAIC is split into its components, the relationships between these components and bank financial performance indicators vary. Three value efficiency indicators, Human Capital Efficiency (HCE), Capital Employed Efficiency (CEE) and Structural Capital Efficiency (SCE) which are the components of VAIC™ ratio, were used in the analysis.
INTRODUCTION
In this 21 St century which is widely recognized as the era of knowledge economy with the advent of knowledge based economy, the traditional bases sources of competitive advantage that depend on tangible assets such as labor and capital in creating firm value and sustaining competitive advantage begun to fade (Pablos, 2002) . Intellectual capital (IC) is a relatively recent line of research that has received increasing scholarly interest with the continuing growth and development of the global knowledge economy, the study of Intellectual capital has attracted many researchers from all over the world and accordingly some studies have been conducted on different aspects of intellectual capital.
In emerging economy such as Tanzania the banking system is the most active sector and plays a significant role for growth of economy. Banks play significant role to facilitate the financial transactions. Tanzania has more than 50 years history of banking sector. By the end of 2012 the banking sector continues to expand and remain profitable, highly liquid and adequately capitalized. The volume of deposits increased by 17.9 percent to TZS 14, 175 (5) state-owned and forty eight(48) privately owned banking institutions. On the other hand, twenty seven(27) banking institutions were majority locally owned while twenty six (26) were majority foreign owned. (Directorate of Bank  Supervision,2013) A study conducted by ( Pedrini, 2007; Green, 2007) shows that Intellectual capital can be used for multiple needs simultaneously; intellectual capital eliminates the scarcity that typically limits the use of physical resources. Since intellectual capital can improve the financial performance of organizations, create value, and provide sustainable environment for competitive advantage globally, the use of intellectual capital should become one of the priorities of all organizations (Cohen and Kaimenakis, 2007). Ahuja and Ahuja (2012),recognizes that an efficient utilization of IC is essential for success for bank to have competitive advantages than other industries, in order to deliver high quality services by a bank depends on its investment in items related to IC such as its human resources, brand building, systems and processes This study adopts the value added intellectual coefficient (VAIC) developed by Pulic (1998) to measure intellectual capital performance of banks in Tanzania. This study further investigates whether intellectual capital (IC) and its components influence banks` financial performance measures, namely return on assets (ROA) and return on equity (ROE). The famous model which is very popular in many countries and has been used to measure intellectual capital is Value Added Intellectual Coefficient (VAIC™) developed by Pulic (1998). VAIC™ does not measure IC itself, but it measures the impact of IC management (Ulum, 2009b; Ulum, et.al 2008). The assumption is, if a company has a good intellectual capital, and also managed well, there will be a good impact for the company. Therefore, the main objective of this study is to examine the intellectual capital and bank financial performance of Tanzania banking sector. It will also determine the components of the intellectual capital (Human capital efficiency, Structure capital efficiency and Capital efficiency) and their influence on bank performance.
This study contributes significantly in that it provides Tanzania's banks with a simple method in understanding and evaluating performance, as well as enhancing the management of intellectual capital The intellectual literature will also help in deciding the potential role of IC efficiency in the financial performance of banks in Tanzania, an emerging country which lacks such research. This paper is organized as follows. The second section presents the literature related to the study and hypotheses development. Next, in the third section, we discuss the research methodology and data employed in the study.
The fourth section presents the results of the study. Finally, we conclude the paper in the fifth section.
LITERATURE REVIEW

Definition of intellectual capital
Intellectual Capital is being evolved rapidly over the last decade. There are many and varied definitions of intellectual capital .Many author(s) has defined intellectual capital in context of knowledge base economy and how intellectual capital works in generating value creation.
Yang et.al (2009) argued that traditional financial reporting cannot be used to calculate the real value of the firm because it measures only short-term financial and tangible assets. But in the recent years companies are interested in measurement of intellectual capital for reporting to stakeholders and they seek to find a method for evaluating internal intangible assets. According to Edvinson & Malon (1997) intellectual capital can be defined as the gap between book value and market value. Increasing gap between market value and book value of companies has attracted the attention of many researches to find the missing value of the financial statements.
Sharma et al. (2007) definition refers to the knowledge, skills and technologies applied to create a competitive edge for an organization. Stewart (1997 contended it encompasses intellectual resources such as knowledge, information and experience, that could be used as tools of wealth creation and defines intellectual capital as the new wealth of organizations. In addition, Stewart (1997) went further in trying to give a more accurate definition as "packaged useful knowledge." He explains that this includes an organization's processes, technologies, patents, employee skills, and information about customers, suppliers, and stakeholders. 
Intellectual capital and performance
Ahangar (2011) conducted the study by using the VAIC™ to measure the intellectual capital performance and its impact on financial returns of Iranians companies. The results showed that Human Capital Efficiency (HCE) has significant and positive impact on financial returns of companies whereas the relationship of structural and physical capital was not significant with financial performance of companies. Furthermore, Joshi et.al (2010) conducted the study to measure the IC performance through VAIC™ model. In the study it was found Human Capital Efficiency (HCE) has positive and significant relation to increase the efficiency of Australian Owned banks rather than Structural Capital Efficiency (SCE) and Capital Employed Efficiency (CEE) which means more investment on human capital will increase the more efficiency of banks.
In a study Mohiuddin et al., (2006) As the banking sector is a sector that utilizes intensive IC components, it was foreseeable that studying the role of IC on banks' performance would advance (Goh, 2005; Najibullah,2005; Belkaoui, 2002; Saengchan, 2008) .To measure performance by way of IC, it will allow a details understanding how capital coefficient, human capital as well as structural capital contribute to the banking's' financial performance.
DATA AND METHODOLOGY
Research questions and hypothesis
MThe foremost purpose of this study is to address the intellectual capital performance of banking sector of Tanzania and its relation with financial performance indicators of banks. The most important objective of this is: Does intellectual capital performance has significant impact on financial performance indicators of banks? For that purpose we extract the following proposed hypothesis with the help of extensive literature review.
H1a: There is a positive relationship between components of VAIC™ (HCE, SCE and CEE) and financial performance indicator of banks (ROE).
H1b: There is a positive relationship between components of VAIC™ (HCE, SCE and CEE) and financial performance indicator of banks (ROA).
H2a: There is a positive relationship between VAIC™ and financial performance indicator of banks (ROE).
H2b: There is a positive relationship between VAIC™ and financial performance indicator of banks (ROA).
Methodology
Ante Pulic (1998) developed VAIC to help managers enhance their firms' performance. The greater the value of VAIC, the more efficiently a company manages its resources. Unique measurements provided by VAIC can be used for comparative analyses across various companies, time periods, and industries, both internationally and locally, to develop business strategies (Appuhami,2007) . Over the years, VAIC has been used in many academic research publications (e.g. . Output = Gross income. . Input = Operating expenses (excluding personal costs).
. Value added = Output-Input. . HC = personal cost, which is considered as an investment. . CE = Capital employed (both physical and financial capital).
. SC = VA -HC (an appropriate proxy for structural capital), a result of human capital's past performance.
. HCE =VA/HC (shows of human capital efficiency).
. SCE =SC/VA (shows structural capital efficiency).
. CEE =VA/CA (shows capital employed efficiency).
.
VAIC = HCE + CEE + SCE (Value added intellectual coefficient).
We propose the following model in order to rest the relationship of IC and financial performance of banks operating in Tanzania.
The sample for the above study is taken from banks operating in Tanzania, DSE (Dares Salaam Stock Exchange) on the basis of net sales. Based on the availability of data 6 banks have been selected for the above study. The time period for the study is four years i.e. 2010-2013. The span of more than four years would be helpful to establish the consistency and predictability for research conclusions.
ANALYSIS AND RESULTS
AThe following table 2, shows the performance of the banks in terms of VAIC TM values. The following table shows that 'Bank 6' has the highest VAIC TM values. This bank has been up and showing a down trend in recent years in terms of VAIC TM in the value but averagely this bank has the highest VAIC TM value. Averagely the 'Bank 2' is second and 'Bank 3',is in the third place while 'Bank 2', 'Bank 4' and 'Bank 5' stands 4 th place while 'Bank 2', 'Bank 4' are on the 5th and 6 th place respectively. The correlation coefficient related to the whole data between 2010 and 2013 of the six banks Operating in Tanzania is described in the following table.
The above table 3, shows that VAIC and ROA have strong positive relation .So the ROA and VAIC have correlation of 0.842 and are significant to each other. Human Capital Efficiency and Return on Assets also keep competitive correlation of 0.797 and are significant for both of them. The correlation between Structural Capital Efficiency and ROA is 0.88 which is strong and positive. These two variables are also significant in relation to them which is 0.886. The correlation between Capital Employed Efficiency and ROA is also positive 0.65.This is lower compared to Human capital efficiency and Structural capital efficiency. Capital Employed Efficiency and Return on Assets also has positive correlation of 0.695 but it has less correlation of SCE and VAIC with Return on Assets. Capital Employed Efficiency (CEE) and VAIC also bear correlation of 0.392. The correlation between CEE and VAIC is less than SCE,HCE and VAIC, thus SCE,HCE and VAIC are significant to one and other. The correlation between the Capital Employed Efficiency and Human capital efficiency and Structural capital efficiency is 0.362 and 0.402 respectively. The result describes that the SCE and HCE values are more significant to VAIC TM and ROA than Capital Employed Efficiency (CEE) value of Banks in operating in Tanzania. The above table 4, shows that VAIC and ROE have strong positive relation .So the ROE and VAIC have correlation of 0.816 and are significant to each other. Human Capital Efficiency and Return on Equity also keep competitive correlation of 0.758 and are significant for both of them. The correlation between Structural Capital Efficiency and Return on Equity is 0.894 which is also strong. These two variables are also significant in relation to them. Capital Employed Efficiency and Return on Equity also has positive correlation of 0.652 but it has less correlation of Human Capital Efficiency, Structural Capital efficiency and VAIC with Return on equity. Capital Employed Efficiency (CEE) and VAIC also bear correlation of 0.392. The correlation between CEE and VAIC is less than that of Human Capital Efficiency, Structural Capital efficiency and VAIC, thus are significant to one and other. The correlation between the Capital Employed Efficiency and Human capital efficiency and Structural capital efficiency is 0.362 and 0.402 respectively. The result describes that the SCE and HCE values are more significant to VAIC TM and ROE than Capital Employed Efficiency (CEE) value of Banks in operating in Tanzania.
CONCLUSION
TThe paper empirically examines the extent to which intellectual capital contributes to the performance of banks operating in Tanzania. Data on components of intellectual capital and business performance variables were obtained from the financial statements of selected banks in Tanzania. The components and variables include Human Capital, Structural Capital, Capital Employed, Return on Assets and Return on Equity. Using six banks and their audited financial statements for four years, this paper examines the impact of intellectual capital on business performance measured with Return on Assets (ROA) and Return on Equity (ROE). The results show that intellectual capital has a positive and significant relationship with the performance of banks in Tanzania. These results reinforce the accumulating body of empirical support for the positive impact of Intellectual capital on firm performance. Based on the findings, the study recommends that corporate entities in Tanzania.
To conclude this study is very helpful to the researchers and the managers of the Banks because in Tanzania research conducted on this topic is still scarce in term of developing the strategy relating to Intellectual Capital. Intellectual Capital is very important factor in the organizational performance in knowledge economy. From the above literature review and result, it is obvious that the efficiency of the Intellectual Capital increases the financial performance of the banks. The banks should focus and pay more attention to the Intellectual Capital.
